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EXECUTIVE  SUMMARY 


This  report  by  the  Senate  Committee  on  Post  Audit  and  Oversight  presents  a  preliminary 
review  of  the  cost  and  utilization  of  the  health  insurance  program  available  to  state  employees, 
retirees,  and  their  dependents  and  survivors  as  administered  by  the  Massachusetts  Group 
Insurance  Commission.  The  review  also  evaluates  several  proposed  changes  in  the  financing 
of  the  plan  and  changes  to  the  benefit  package  itself.  The  primary  recommendation  of  the 
Committee  is  that  no  change  be  made  to  the  present  method  or  percentage  of  health  care 
premium  cost-sharing  until  the  Group  Insurance  Commission  performs  a  careful  analysis  of  the 
impacts  of  that  change. 


Because  the  state  health  insurance  plan  forms  a  significant  portion  of  the  total  compensation 
package  offered  to  state  workers,  any  change  in  the  way  the  plan  is  financed  or  any  change  in 
the  type  of  benefits  offered  through  the  plan  merits  careful  analysis.  Well-designed  alternative 
delivery  systems  and  cost  management  programs  can  make  a  state  health  insurance  plan  more 
cost-effective  without  potentially  harmful  and  ultimately  expensive  cost-shifting. 


Significant  findings  of  the  report  include: 


The  cost  of  health  insurance  for  state  employees  and  retirees  is  growing  faster  than  even  the 
rate  of  general  health  care  cost  inflation. 

•In  fiscal  year  1985,  providing  health  insurance  for  state  employees  and  retirees  cost 
$185  million.  By  fiscal  year  1990,  the  Commonwealth's  share  had  increased  to  $400 
million. 


Enrollment  is  not  evenly  divided  between  the  indemnity  plan  (the  State  Hancock  Plan)  and  the 
health  maintenance  organizations  (HMOs),  and  the  indemnity  plan  has  a  noticeably  older 
membership. 

•As  of  January  31,  1991,  of  the  252,126  total  enrollees,  107,902  (43  percent)  were 
enrolled  in  the  State  Hancock  indemnity  plan,  144,224  (57  percent)  were  enrolled  in 
HMOs. 

•As  of  January  31,  1991,  26,532  people  (97  percent)  were  covered  by  Medicare  through 
the  State  Hancock  Plan  and  954  (3  percent)  were  covered  by  Medicare  through  an  HMO. 

•The  median  age  of  the  non-Medicare  enrollees  in  the  State  Hancock  Plan  is  46  years, 
while  the  median  age  of  the  HMOs  is  32  years. 


Less  than  two  percent  of  the  non-Medicare  enrollees  in  the  State  Hancock  Plan  are  "high  cost 
users,"  experiencing  general  inpatient  hospitalization  or  specialty  care  that  costs  $15,000  or 
more  per  case. 

•Just  910  non-Medicare  patients  accounted  for  28  percent  of  all  admissions  and  58 
percent  of  inpatient  days  of  care,  costing  approximately  $30  million. 

•Among  the  top  high  cost  diagnoses  were  cardiac  infarctions,  cancer,  and  schizophrenia. 


The  Governor  and  the  House  Committee  on  Ways  and  Means  have  presented  proposals  that 
recommend  increases  of  between  250  and  500  percent  in  the  amount  state  employees  and 
retirees  pay  toward  the  cost  of  their  health  insurance.  Both  proposals,  designed  to  address  the 
cost  and  utilization  of  health  care  benefits,  will  dramatically  affect  an  employee's  or  retiree's 
choice  of  health  insurance,  and  will  have  serious  financial  impact  on  the  employee  or  retiree 
and  the  Commonwealth. 


n 


A  1989  federal  Health  and  Human  Services  study,  performed  by  the  National  Center  for  Health 
Policy  Research,  indicates  that  a  ten  dollar  per  month  premium  increase  induces  20  percent  of 
individual  enrollees  and  10  percent  of  family  enrollees  to  switch  to  a  less  expensive  health  plan. 

Although  HMO  coverage  costs  less  out-of-pocket  for  the  enrollee,  HMO  enrollment  is  actually 
more  expensive  to  the  state  than  the  State  Hancock  Plan  for  an  infrequent  user  of  health  care. 
Thus,  by  changing  the  employee  share  of  the  health  care  costs  from  10  percent  to  25  percent 
(State  Hancock  Plan  family  coverage  would  go  up  about  $78  a  month  if  employees  were  asked 
to  pay  25  percent  rather  than  10  percent  of  their  health  care  costs),  the  Commonwealth  will 
inadvertently  drive  thousands  of  members  of  the  State  Hancock  Plan  to  an  HMO,  potentially 
costing  the  state  millions  of  dollars. 

Accordingly,  the  report  makes  the  following  primary  recommendations: 

1.  Before  making  any  change  to  the  present  method  or  percentage  of  health  care  premium 
cost  sharing  between  the  employee,  retiree  and  the  state,  the  Group  Insurance 
Commission  should  further  evaluate  the  various  options  for  distributing  the  costs  of 
health  insurance  between  the  plan  members  and  the  Commonwealth  (equal  percentage, 
equal  dollar,  and  blended  rate)  and  study  the  potential  impact  of  any  proposed  policy 
change  on  plan  cost,  enrollment  and  utilization. 

2.  The  Group  Insurance  Commission  should  develop  an  alternative  system  of  financing  and 
delivering  health  care  for  employees,  retirees,  and  their  dependents  and  survivors. 

3.  The  John  Hancock  Mutual  Life  Insurance  Company  (the  current  administrator  of  the 
state  indemnity  plan)  should  be  allowed  to  negotiate  for  discounts  with  health  care 
providers  who  treat  State  Hancock  Plan  enrollees. 

4.  The  Group  Insurance  Commission  should,  when  economical  and  possible,  enroll  retired 
plan  members  in  the  Medicare  program. 

5.  The  Group  Insurance  Commission  should  make  the  medical  case  management  program 
mandatory  for  all  plan  members  enrolled  in  the  State  Hancock  Plan. 

6.  The  Group  Insurance  Commission  should  investigate  the  cost  and  utilization  of  state 
mandated  benefits,  the  level  of  deductibles,  coinsurance  and  copayments.and  should 
review  the  benefit  plan  changes  recommended  by  John  Hancock  for  implementation  in 
fiscal  year  1992. 


in 


INTRODUCTION 

This  report  by  the  Senate  Committee  on  Post  Audit  and  Oversight  reviews  the  changing  cost 
of  health  insurance  provided  to  state  employees,  their  dependents  and  survivors  and  to  state 
retirees.  Specifically,  the  report  reviews  trends  in  the  cost  and  utilization  of  health  insurance 
provided  by  the  John  Hancock  Mutual  Life  Insurance  Company  and  by  a  variety  of  health 
maintenance  organizations  as  administered  by  the  Massachusetts  Group  Insurance  Commission. 

The  report  also  discusses  initiatives  taken  by  other  states  and  by  private  industry  to  control  the 
rising  costs  of  health  care,  and  makes  recommendations  about  alternatives  to  the  current  system 
of  health  care  delivery  that  the  state  should  consider. 

The  cost  and  quality  of  health  insurance  for  state  employees  has  become  a  critical  concern  as 
the  legislature  deals  with  the  state's  present  fiscal  crisis.  The  health  insurance  employee 
benefit  is  an  important  part  of  the  compensation  package  provided  to  state  employees,  and  is 
a  significant  factor  in  attracting  and  retaining  talented  employees.  A  primary,  but  not  well 
considered,  strategy  presented  to  address  the  rising  costs  of  health  insurance  involves 
increasing  the  state  employee's  and  retiree's  share  of  the  health  care  premiums.  However, 
before  implementing  any  major  change  that,  in  effect,  significantly  decreases  the  employee's 
or  retiree's  compensation,  it  is  essential  to  review  the  effectiveness  and  efficiency  of  the 
current  health  benefit  system. 

Moreover,  before  the  state  implements  any  sort  of  policy  that  would  change  the  amount 
enrollees  contribute  for  their  health  care,  it  would  be  prudent  for  the  state  to  carefully  weigh 
the  potential  impact  on  enrollment  that  the  change  might  bring  about.  This  preliminary  report 
reviews  why  this  is  so  urgent  and  suggests  ways  to  reduce  the  possibility  of  serious  error. 


This  report  is  divided  into  four  sections.  The  first  section  describes  the  current  health 
insurance  system  for  state  employees  and  retirees  administered  by  the  Group  Insurance 
Commission  in  Massachusetts.  The  second  section  discusses  health  care  cost  inflation  and  its 
impact  on  the  health  insurance  system.  The  third  section  identifies  private  sector  initiatives 
to  control  health  insurance  costs.  The  fourth  section  makes  recommendations  as  to  how 
Massachusetts  should  change  its  current  system  in  order  to  ensure  that  state  workers  and 
retirees  are  guaranteed  adequate  access  to  health  care  in  a  time  of  serious  fiscal  constraint. 

The  data  on  health  benefits  for  Massachusetts  state  employees  and  retirees  come  primarily  from 
information  submitted  to  the  Massachusetts  Group  Insurance  Commission  by  the  John  Hancock 
Mutual  Life  Insurance  Company  and  the  numerous  health  maintenance  organizations.  The 
data  are  unaudited  and  therefore  preliminary.  We  also  reviewed  current  literature  on  employee 
health  benefits  and  interviewed  individuals  familiar  with  the  area. 


SECTION  ONE;   THE  MASSACHUSETTS  STATE  EMPLOYEE 

HEALTH  INSURANCE  PLAN 

PLAN  DESCRIPTION 


As  part  of  its  total  compensation  package,  the  Commonwealth  offers  an  employee  insurance  to 
cover  a  portion  of  the  costs  of  that  employee's  health  care.  This  health  insurance  coverage  is 
also  available  to  the  dependents  and  survivors  of  state  employees,  and  to  retired  employees. 
The  Commonwealth  also  offers  health  insurance,  for  which  the  state  receives  full 
reimbursement,  to  certain  municipal  and  county  employees,  employees  of  some  public 
authorities,  and  to  employees  who  are  paid  through  federal  contracts  and  grants. 

Massachusetts  provides  health  insurance  to  its  employees  and  retirees  in  a  number  of  ways.  The 


insured  individual  (the  employee,  survivor  or  retiree)  has  the  option  of  choosing  the  type  of 
coverage  he  or  she  prefers.  Currently,  the  insured  individual  is  responsible  for  paying  10 
percent  of  the  cost  of  the  basic  coverage,  and  the  Commonwealth  pays  for  the  remaining  90 
percent.1 

The  Group  Insurance  Commission  (GIC)  is  the  state  agency  responsible  for  designing  the  health 
plans  available  to  employees  and  retirees.  The  GIC  is  also  responsible  for  determining  employee 
eligibility  and  benefit  levels. 

TYPES  OF  INSURANCE  AVAILABLE 
State  Hancock  Plan 


One  of  the  health  insurance  options  available  for  state  employees  and  retirees  is  referred  to  as 
the  indemnity  plan  currently  offered  by  the  Group  Insurance  Commission  through  the  John 
Hancock  Mutual  Life  Insurance  Company  ("State  Hancock  Plan").  In  this  option,  an  individual 
receives  health  care  from  any  of  a  variety  of  providers,  and  submits  reimbursement  claims  to 
the  John  Hancock  Company.  Some  providers  will  submit  the  claim  for  the  individual.  John 
Hancock  then  administers  the  payment  to  the  health  care  provider  of  services  on  behalf  of  the 
Commonwealth. 

The  monthly  rates  for  coverage  under  the  State  Hancock  Plan  are  set  by  the  Group  Insurance 
Commission  and  are  based  primarily  on  the  cost  of  the  plan's  past  health  care  experience.  The 
Commission  also  considers  health  care  trends  that  may  affect  future  plan  costs,  such  as  changes 
in  Medicare  coverage,  number  of  enrollees,  additional  mandated  benefits,  or  increases  in 


*The  Governor  has  proposed  in  his  Fiscal  Year  1992  budget  that  the  employee's  and  retiree's 
share  of  the  health  care  premium  be  increased  to  as  much  as  50  percent. 


general  health  care  inflation. 

In  addition  to  the  basic  coverage  offered  by  the  State  Hancock  Plan,  employees  can  opt  for 
Catastrophic  Illness  Coverage  (CIC).  CIC  supplements  the  basic  coverage  by  limiting 
coinsurance  costs  and  any  out-of-pocket  maximum  liability.  The  additional  cost  for  CIC  ranges 
from  $12.07  per  month  for  an  individual  to  $27.20  per  month  for  a  family.  The  employee  or 
retiree  pays  the  full  cost  of  the  CIC  supplemental  plan.  Ninety-eight  percent  of  State  Hancock 
Plan  enrollees  choose  CIC  coverage.2  An  employee  who  chooses  the  State  Hancock  Plan  with 
CIC  contributes  15  percent  of  the  total  monthly  cost  for  health  insurance.  The  Commonwealth 
pays  the  remaining  85  percent. 

There  are  two  risk  pools  in  the  State  Hancock  Plan.  A  "risk  pool"  consists  of  individuals  who 
are  grouped  together  and  share  the  cost  of  the  group's  health  care  experience.  Pool  1  consists 
of  the  State  Hancock  Plan  and  is  a  "self-insured  plan"  in  which  the  Commonwealth  assumes  the 
risk  for  payment  of  all  services  covered  by  the  plan  for  Pool  1  members.  Pool  2  consists  of  a 
small  group  of  municipal  teachers  and  elderly  governmental  retirees.  This  pool  is  an  "insured 
risk"  in  which  premiums  are  paid  to  John  Hancock,  and  John  Hancock  assumes  the  risk  for  this 
group's  health  care  costs. 

The  John  Hancock  Mutual  Life  Insurance  Company  administers  the  State  Hancock  Plan  under 
an  "administrative  services  only"  (ASO)  contract.  In  this  type  of  contract,  the  Commonwealth 
pays  John  Hancock  a  flat  fee  for  administrative  costs  such  as  claims  processing,  underwriting, 
contract  administration,  advertising,  overhead  and  managed  care  services.  In  fiscal  year  1991, 
John  Hancock  received  $11.9  million  for  administrative  services.    In  fiscal  year  1992,  John 


Massachusetts  Association  of  HMOs,  The  Group  Insurance  Commission:  Achieving  Quality 
Savings.   April,  1991,  p. 8. 
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Hancock  will  receive  $12.8  million  for  administrative  services. 


Health  Maintenance  Organizations 


Another  option  available  for  employees  and  retirees  is  enrollment  in  a  health  maintenance 
organization  (HMO).  In  fiscal  year  1991,  fifteen  HMOs  were  available  to  plan  members.  In 
fiscal  year  1992,  fourteen  HMOs  will  be  available  to  plan  members.  The  primary  feature  of 
the  HMO  type  of  health  care  management  is  that  unlike  an  indemnity  plan,  HMOs  operate 
through  what  is  known  as  "insured  risk."  An  HMO  receives  set  premium  payments  for  each 
insured  individual  and  family  and  then  provides  whatever  covered  services  are  necessary.  The 
HMOs  run  the  risk  that  the  total  costs  of  all  services  provided  might  exceed  the  total  costs  of 
all  insurance  premiums  they  receive. 

The  Group  Insurance  Commission  annually  negotiates  the  rates  for  the  HMOs  in  the  state 
employee  health  benefit  plan.  The  GIC,  in  concert  with  consultants,  embarks  on  an  extensive 
process  of  determining  which  HMOs  are  effective  and  efficient.  The  rate  negotiated  is  a 
"community  rate"  which  reflects  the  health  care  experience  of  all  members  of  an  HMO's 
membership  community,  not  just  the  experience  of  an  HMO's  state  employees. 

HMOs  operate  in  a  variety  of  ways,  and  there  are  four  types  currently  available  in  the  state 
health  insurance  plan.  The  first  type  of  HMO  available  is  the  "staff  model"  HMO.  In  this  type, 
the  HMO  owns  and  operates  facilities  and  employs  health  providers,  including  physicians,  who 
work  primarily  out  of  the  HMO  facilities.  Physicians  employed  by  a  staff  HMO  are  salaried 
and  restrict  most  care  to  the  HMO  members.  Three  of  the  fifteen  HMOs  currently  in  the  state 
plan  are  staff  models. 


In  a  "group  model"  HMO,  the  HMO  contracts  with  independent  groups  of  physicians  to  provide 
services.  These  medical  groups  provide  services  to  HMO  and  non-HMO  patients  at  one  site  and 
in  hospitals  where  the  physicians  already  have  privileges.  Two  of  the  fifteen  HMOs  currently 
in  the  state  plan  are  group  models. 

The  "independent  practice  association"  (IPA)  type  of  HMO  contracts  with  private  physicians 
who  provide  services  in  their  own  offices.  IPA  member  physicians  also  see  non-HMO  patients. 
Six  of  the  fourteen  HMOs  currently  in  the  state  plan  are  IPAs. 

The  "network"  HMO  is  a  hybrid  of  the  staff  and  group  models  of  HMO.  Four  of  the  fifteen 
HMOs  currently  in  the  state  plan  are  network  HMOs. 

Medicare 

Under  certain  circumstances,  a  subscriber  may  be  eligible  for  Medicare  coverage.  A  Medicare 
subscriber  may  join  either  an  HMO  "senior  plan"  or  the  John  Hancock  Medicare  Optional 
Medicare  Extension  (OME)  plan.  These  supplemental  plans  pay  for  health  care  services  covered 
by  the  state  employee  health  insurance  plan  that  are  not  paid  for  by  Medicare.  The  state  health 
insurance  plan  functions,  in  essence,  like  a  Medicare  supplemental  insurance  plan. 

The  GIC  sets  the  State  Hancock  OME  rate  using  the  same  methodology  that  is  used  to  set  the 
State  Hancock  rate  for  other  employees.  Medicare  HMO  rates  are  set  by  the  federal  Health 
Care  Financing  Administration  (HCFA). 


Deductibles,  Coinsurance,  Copayments,  and  Out-Of-Pocket  Maximums 

Generally,  HMOs  do  not  require  deductibles,  and  have  limited  co-payments.  In  the  State 
Hancock  Plan,  however,  for  calendar  year  1990,  claimants  paid  approximately  $15  million  in 
deductibles,  coinsurance,  copayments,  and  out-of-pocket  maximums. 

"Deductibles"  are  the  amount  a  claimant  pays  before  the  plan  pays  for  benefits.  The  State 
Hancock  Plan  currently  has  two  deductibles:  a  member  must  pay  a  $25  deductible  for  each 
hospitalization,  and  a  $50  deductible  each  calendar  year  for  all  other  covered  services.  A 
family  plan  is  limited  to  a  $100  deductible  liability  per  calendar  year. 

"Coinsurance"  is  the  amount  a  person  pays  after  insurance  has  paid  its  share  of  the  benefit.  A 
person's  coinsurance  liability  in  the  State  Hancock  Plan  is  limited  to  $500  per  member  per  year. 

A  "copayment"  is  a  fixed  fee  paid  by  a  person  for  a  service,  such  as  the  $5  dollar  copayment 
for  a  physician  office  visit. 

The  "out-of-pocket  maximum"  protects  people  from  large  medical  expenses  by  limiting  the  total 
amount  an  individual  pays  by  limiting  the  total  amount  of  coinsurance  liability.  The  State 
Hancock  Plan  out-of-pocket  maximum  is  $500  per  calendar  year. 

PLAN  ENROLLMENT 

Individuals  enroll  in  one  plan  over  another  for  various  reasons.  Some  choose  a  plan  based 
purely  on  cost  considerations,  others  choose  a  plan  based  on  levels  or  types  of  benefits  offered. 
Some  people  choose  the  State  Hancock  Plan  in  order  to  receive  care  from  a  particular  physician 


who  is  not  a  member  of  an  HMO.  Others  choose  the  State  Hancock  Plan  in  order  to  have 
freedom  to  choose  from  among  a  wide  variety  of  private  practitioners.  Many  retirees  who  plan 
on  moving  out  of  state  choose  the  State  Hancock  Plan  because  no  out  of  state  HMO  is  available. 

Table  1  displays  the  state  employee  health  insurance  plan  enrollment. 


TABLE  1 

STATE  EMPLOYEE  HEALTH  INSURANCE  PLAN  MEMBERSHIP 

July  1,  1990  -  January  31,  1991 

Basic           Medicare 

Insurer                                      Coverage               Option 

Total 

State  Hancock  Plan                   81,370               26,532 

107,902 

Health  Maintenance  Orgs.      143,270                    954 

144,224 

TOTAL                                       224,640                27,486 

252,126 

Source:      Massachusetts   Group   Insurance   Commission 

"Age/Sex  Composition  Analysis:  Fiscal  Period  7/1/1990  ■ 

1/31/1991" 

Table  1 


As  of  January  31,  1991,  there  were  252,126  persons  covered  by  the  Massachusetts  state  employee 
health  insurance  plan.  Of  these,  107,902  were  in  the  State  Hancock  Plan,  and  144,224  were  in 
HMOs.  There  were  27,486  people  covered  by  Medicare  in  the  State  Hancock  Optional  Medicare 
Extension  Program  or  through  an  HMO  senior  plan.3 

The  enrollment  information  on  Table  1  indicates  that  approximately  43  percent  of  the  state's 


Massachusetts  Group  Insurance  Commission,  "Age/Sex  Composition  Analysis,  Fiscal  Period: 
7/1/1990-1/31/1991." 
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subscribers  are  enrolled  in  the  State  Hancock  Plan,  and  approximately  57  percent  of  the  state's 
subscribers  are  enrolled  in  HMO  plans  as  of  January  31,  1991.  The  information  also 
demonstrates  that  most  Medicare  subscribers  are  enrolled  in  the  State  Hancock  Optional 
Medicare  Extension  (OME)  Plan  rather  than  an  HMO  "senior  plan." 

In  Massachusetts,  most  retirees  are  not  enrolled  in  HMO  health  plans.  In  fiscal  year  1991,  eleven 
of  the  fifteen  HMOs  offered  "senior"  coverage.  The  Group  Insurance  Commission  contracts 
with  8  of  these  HMOs.  In  fiscal  year  1992  it  is  anticipated  that  all  of  the  HMOs  will  be  required 
to  offer  senior  coverage.  Moreover,  it  seems  that  newly  retired  individuals  who  had  HMO 
coverage  while  active  employees  are  switching  to  the  more  expensive  State  Hancock  Plan  upon 
retirement.  This  switching  dynamic  has  not  been  studied  in  depth;  however,  some  speculate 
that  retirees  need  health  care  coverage  that  moves  with  them  if  they  retire  out-of-state.  The 
State  Hancock  Plan  is  mobile  in  this  way,  while  the  HMO  plans  are  not.  The  Group  Insurance 
Commission  should  review  this  issue  and  possibly  consider  offering  out-of-state  HMO  coverage 
in  states  with  a  high  densities  of  Massachusetts  state  retirees. 

The  effect  of  enrollment  on  the  cost  of  coverage  has  important  policy  implications  for  the  state. 
Almost  80  percent  of  the  enrollment  contracts  in  the  State  Hancock  Plan  use  less  than  $2500 
in  medical  services  annually,  and  can  be  described  as  low  cost  contracts.  A  study  performed 
by  the  National  Center  for  Health  Policy  Research  reveals  that  a  ten  dollar  per  month  premium 
increase  induces  20  percent  of  individual  enrollees  and  10  percent  of  family  enrollees  to  switch 
to  a  less  expensive  health  plan.4  This  could  prove  quite  costly  to  the  state.  Data  indicate  that 
a  large  majority  of  people  in  the  State  Hancock  Plan  incur  costs  far  below  what  it  would  cost 
for  the  state  to  enroll  these  people  in  HMOs.  If  the  HMO  plans  are  more  financially  attractive 


Massachusetts  Association  of  HMOs,  The  Group  Insurance  Commission:  Achieving  Quality 
Savings.  April,  1991,  p.21. 


to  low  cost  users  than  the  State  Hancock  Plan,  they  may  switch  into  an  HMO.  The  departure 
of  the  low  cost  users  in  significant  numbers  will  substantially  increase  the  rates  of  those  that 
are  left  behind  in  the  State  Hancock  Plan  —most  likely  sicker  and  older  employees  and  retirees. 

Before  the  present  contribution  policy  for  employees  and  retirees  is  changed,  the  Group 
Insurance  Commission  should  study  the  financial  impact  of  the  change  on  the  Commonwealth, 
as  well  as  on  its  employees  and  retirees.  The  GIC  should  then  develop  rational  plan  for 
implementation  of  the  change.  Any  other  method  of  implementing  a  contribution  policy 
change  would  be  fiscally  irresponsible. 

PLAN  MANAGEMENT 

Massachusetts  is  also  not  the  only  state  struggling  to  control  health  care  costs.  According  to  a 
1990  Martin  E.  Segal  Company's  annual  survey  of  the  fifty  state  employee  benefit  plans,  the 
average  total  cost  of  indemnity  health  plans  has  risen  dramatically  the  past  three  years  in 
comparison  to  the  medical  component  of  the  Consumer  Price  Index  medical  component.5 

In  response  to  the  rapid  rise  in  health  care  costs,  states  have  implemented  a  variety  of  managed 
care  and  cost  management  systems.  According  to  the  Segal  report,  as  of  January  1990,  health 
maintenance  organizations  (HMOs)  are  the  most  popular  form  of  managed  care  utilized  by  state 
government,  although  the  use  of  preferred  provider  organizations  (PPOs)  is  growing  rapidly. 

Of  the  4.5  million  public  employees  and  retirees  receiving  health  care  coverage  through  their 
state  employee  health  benefit  plan,  about  30  percent  are  covered  by  an  HMO.     Preferred 


5John  P.  Mackin,  Ph.D.,  Rise  in  State  Employee  Health  Plan  Moderates.  Survey  of  State 
Employee  Health  Benefit  Plans  1990.  p.l. 
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provider  organizations  are  offered  by  50  percent  of  the  state  plans.  Self-insurance,  the  process 
of  directly  assuming  risk,  is  also  becoming  more  common.  Thirty-four  of  the  fifty  state  plans 
(including  Massachusetts),  an  increase  from  thirteen  plans  a  decade  ago,  are  now  self-insured. 
Self-insuring  can  lower  costs  by  lowering  administrative  expenses. 

Pre-certification  and  concurrent  review  of  hospitalizations  are  two  of  the  most  popular  forms 
of  cost  management  employed  by  state  governments.  However,  many  other  programs  are  also 
in  use.  Mandating  the  use  of  individual  case  management,  requiring  that  people  obtain  second 
surgical  opinions,  using  discharge  planning,  and  offering  mail  order  prescription  programs  are 
examples  of  cost  management  techniques  that  have  been  implemented  by  state  governments. 

In  Massachusetts,  under  its  contract  with  the  state,  John  Hancock  is  also  responsible  for 
implementing  a  managed  care  program  for  people  covered  through  the  State  Hancock  Plan. 
Employees  are  required  to  notify  the  John  Hancock  Patient  Advocate  Unit  whenever  they  or 
a  family  member  are  going  to  be  admitted  to  a  hospital  for  scheduled  treatment  or  are  admitted 
for  emergency  treatment.  During  the  course  of  the  patients'  hospital  stay,  a  patient  advocate 
"manages"  the  care.  The  advocate  will  answer  any  questions  an  employee  or  family  member 
might  have  and  also  coordinates  the  treatment  received  during  a  hospitalization  with  any 
outpatient  care  that  might  be  needed  after  discharge.  The  unit  reviews  the  appropriateness  and 
length  of  hospitalizations  and  involves  the  patient  and  the  attending  physician  in  the  managed 
care  process. 

A  component  of  the  State  Hancock  Plan  managed  care  process  is  referred  to  as  the  "medical 
case  management"  program.  A  case  manager  identifies  potential  long  term  and  expensive 
claims,  and  develops  alternatives  to  inpatient  acute  hospitalizations.  This  program  is  voluntary 
and  requires  that  all  treatment  plans  are  agreed  to  by  the  patient  and  the  physician. 
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To  control  costs,  HMOs  use  a  variety  of  techniques  for  managing  care.  Low  cost  preventive 
care  visits  to  physicians  are  encouraged.  Some  HMOs  may  purchase  large  amounts  of  medical 
supplies  for  providers  and  gain  discounts.  HMOs  also  selectively  contract  with  providers  and 
guarantee  predictable  revenue  and  reduced  administrative  costs  in  return  for  favorable  rates. 

Members  of  HMOs  are  limited  in  their  choice  of  provider  based  on  the  restrictions  placed  by 
the  individual  HMO.  Members  are  also  limited  to  the  geographical  areas  in  the  state  served  by 
the  HMO. 

PLAN  COSTS  AND  FUNDING 

In  fiscal  year  1985,  the  Commonwealth's  share  of  the  cost  of  health  care  for  employees  and 
retirees  was  $185  million.6  By  fiscal  year  1990,  the  Commonwealth's  share  had  increased  to 
$400  million.  In  1985,  employees  and  retirees  contributed  $23.4  million.  In  fiscal  year  1990, 
employees  and  retirees  contributed  about  $30  million. 

Before  fiscal  year  1991,  most  contributions  by  employees  and  retirees  were  for  the  state's 
indemnity  insurance  plan.  Before  fiscal  year  1991,  only  a  minimal  contribution  was  required 
for  HMO  coverage.  For  fiscal  year  1991,  however,  the  employee  and  retiree  contribution  for 
HMO  coverage  was  increased  to  10  percent  of  the  monthly  premium. 

Although  the  state  now  pays  90  percent  of  the  costs  of  both  types  of  health  care  coverage  (85 
percent  of  the  State  Hancock  Plan  if  a  subscriber  selects  Catastrophic  Illness  Coverage),  the 
dollar  contribution  for  each  individual  varies  with  the  cost  of  the  plan  for  which  that 


Massachusetts  Group  Insurance  Commission.  Providing  Access  to  High  Quality  Health  Care: 
A  Progress  Report.  July  1983-December  1985,  p.23. 
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individual  is  insured.  For  example,  on  September  1,  1990,  the  state's  90  percent  share  of  the 
health  insurance  of  an  employee  with  family  plan  coverage  in  the  State  Hancock  Plan  was 
$468.68  per  month.  At  the  same  time,  the  state's  90  percent  share  of  family  plan  coverage  under 
the  most  expensive  of  the  fifteen  HMOs  was  $346.88  per  month  (see  Table  2). 


Table  2 


TABLE  2 

STATE  EMPLOYEE  HEALTH  INSURANCE  MONTHLY  RATES 

(Non-Medicare,  including  Basic 

Life  Insurance) 

Fiscal  Year  1991 

Individual 

Family 

Insurer 

Coveraee 

Coveraee 

State  Hancock  Plan* 

$245.41 

$547.96 

Bay  State  Health  Care  Plan 

$145.39 

$357.46 

Berkshire  Health  Plan 

$121.79 

$301.71 

Central  Mass  Health  Care  Plan 

$132.01 

$336.01 

Cigna  Health  Plan  of  Mass 

$143.96 

$330.08 

Community  Health  Plan 

$125.31 

$304.35 

Fallon  Community  Health  Plan 

$133.63 

$303.41 

Harvard  Community  Health  Plan 

$163.06 

$385.42 

Health  New  England 

$127.55 

$316.70 

Kaiser  Permanente 

$153.63 

$333.17 

Medical  East  Community  Health 

$144.66 

$352.57 

Medical  West  Community  Health 

$125.62 

$333.30 

Neighborhood  Health  Plan 

$155.63 

$372.88 

Pilgrim  Health  Care 

$151.53 

$358.07 

Rhode  Island  Group  Health  Assoc. 

$153.28 

$364.52 

Tufts  Associated  Health  Plan 

$140.01 

$372.50 

*  Includes  Catastrophic  Illness  Coverage  (CIC). 

Source:   Massachusetts  Group  Insurance  Commission 

Several  factors  influence  the  cost  of  the  state  employee  health  benefit  plan.  Increasing  health 
care  inflation  increases  the  cost  of  care  and,  thus,  the  cost  of  the  plan.    In  Massachusetts  for 
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example,  the  cost  of  hospital  care  in  1989  was  $1.75  billion  greater  than  the  national  average.7 
These  costs  ultimately  cause  the  cost  of  the  Commonwealth's  health  plans  to  increase. 

Mandated  benefits  also  drive  the  cost  of  a  benefit  plan.  If  a  plan  is  required  to  make  a  benefit 
available,  it  must  make  provision  for  the  cost  of  the  benefit  in  the  cost  of  the  plan.  Blue  Cross 
and  Blue  Shield  of  Massachusetts  estimated  that  17.6  percent  of  their  group  Master  Medical  rate 
in  the  first  quarter  of  1990  was  due  to  state  or  federal  health  care  mandates. 

The  cost  of  the  plan  to  the  state  is  most  affected  by  the  number  of  participants  in  the  plan  and 
the  share  of  the  total  cost  directly  paid  for  by  state  funds.  The  more  the  employee  contributes, 
the  less  the  state  has  to  pay  towards  the  cost  of  health  insurance. 

Chapter  32A  section  8  requires  that  the  Commonwealth  contribute  at  least  75  percent  of  the 
total  monthly  premium,  and  that  the  employee's  or  retiree's  contribution  be  limited  to  no  more 
than  25  percent  of  the  monthly  premium.  Presently,  the  annual  appropriation  act  requires  the 
Commonwealth  to  contribute  90  percent. 

Premium  cost  sharing  between  the  state  and  its  employees  and  retirees  was  collectively 
bargained  in  the  early  1970's.  However,  the  annual  appropriation  act  sets  the  percentage 
amount  the  state  will  contribute  toward  the  monthly  health  care  premium.  Although  general 
inflation  has  increased  over  the  last  two  decades  and  eroded  the  monetary  compensation 
received  by  state  employees  and  retirees,  the  Commonwealth  has  offset  some  of  this  erosion  by 
continuing  to  contribute  90  percent  of  the  health  care  premium. 


7Sager,   Socolar,   and   Hiam,   Boston    University   School   of   Public   Health   Access   and 
Af  fordability  Monitoring  Project,  "The  World's  Most  Expensive  Hospitals,"  February,  1990,  p.l. 
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PLAN  UTILIZATION 

Factors  Affecting  Utilization 

The  cost  to  the  state  of  health  insurance  benefits  is  directly  affected  by  the  utilization  of 
covered  health  services.  For  those  individuals  in  the  State  Hancock  Plan,  the  state  pays  for 
covered  services  that  are  provided.  The  fewer  the  health  services  used  by  the  insured 
individual,  or  the  lower  the  cost  of  services  used,  the  less  expensive  the  State  Hancock  Plan  is 
for  the  Commonwealth. 

Similarly,  the  cost  to  the  state  of  the  HMO  plans  is  also  affected  by  plan  utilization,  but  for  a 
different  reason.  The  Commonwealth  pays  set  premiums  to  an  HMO  plan  based  on  data  about 
the  previous  year's  utilization  and  costs.  The  more  services  provided  by  the  HMO  the  past  year, 
or  the  higher  the  cost  of  those  services,  the  more  likely  the  cost  of  the  plan  will  be  increased 
the  next  year. 

Utilization  of  health  care  services  is  affected  by  many  factors.  For  example,  the  level  of  risk 
exhibited  by  the  insured  group  (based  on  age  and  job  function),  the  comprehensiveness  of  the 
benefit  plan,  and  the  degree  of  managed  care  are  three  significant  factors. 

There  is  also  a  significant  correlation  between  the  age  of  an  insured  individual  and  his  or  her 
utilization  of  medical  services.  The  older  an  individual  is,  the  more  likely  he  or  she  will  make 
use  of  health  care  services  covered  by  insurance.  The  average  cost  of  health  care  for  a  60  year 
old  man  is  twice  that  of  his  32  year  old  son.8  Accordingly,  in  analyzing  utilization  of  the 
state's  different  health   care  plans,  it  is  important   to  take   into  account   the  age  of   the 


8Harris  Berman,  M.D.,  "What  Can  We  Do  About  Rising  Health  Care  Costs?"  Health  Journal. 
P-3. 
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membership  of  those  plans  (see  Table  3). 


TABLE  3 

STATE  EMPLOYEE  HEALTH  INSURANCE  PLAN 
MEMBERSHIP  BY  AGE:    Fiscal  Year  1991 


State 

Health 

Ape  Group 

Hancock  Plan 

Maint.  Ores. 

<29 

26.2  % 

44.8  % 

30-  34 

5.3% 

11.5  % 

35  -  39 

7.3% 

11.4  % 

40  -44 

9.3% 

10.3  % 

45  -64 

39.5% 

19.7  % 

>  65 

12.4  % 

2.3  % 

Median 

age 

46  yrs. 

32  yrs. 

Excludes  Medicare  plan  subscribers. 


Source:  Massachusetts  Group  Insurance  Commission, 
"Age/Sex  Composition  Analysis:  Fiscal  Period  7/1/1990  - 
1/31/1991" 


Table  3 


Table  3  clearly  indicates  that  the  HMO  membership  is  younger  than  the  non-Medicare  State 
Hancock  Plan  membership.  It  is  important  to  understand  that  the  median  age  of  46  years  is  14 
years  higher  than  the  HMO  median  age  of  32  years.  This  means  that  50  percent  of  the 
subscribers  in  the  State  Hancock  Plan  are  46  years  of  age  or  older,  while  50  percent  of  the 
subscribers  in  the  HMO  plan  are  32  years  of  age  or  older. 

Another  factor  affecting  the  utilization  of  the  plan  is  the  comprehensiveness  of  the  benefits 
available  to  participants  in  the  plan.  Some  employees  choose  a  plan  because  they  or  a  family 
member  need  to  utilize  a  particular  benefit  available  in  that  plan.  People  often  select  a  plan 
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with  a  specific  generous  benefit,  in  order  to  make  use  of  that  benefit.  Those  types  of  choices 
necessarily  affect  the  utilization  of  that  particular  plan. 

The  degree  of  care  management  can  also  affect  the  utilization  of  the  plan.  Is  the  management 
of  care  strict  or  lax?  How  much  freedom  of  choice  is  allowed  the  employee?  Does  the  care 
manager  pre-certif  y  care  and  aggressively  search  for  alternatives  to  acute  hospitalizations?  To 
control  the  utilization  of  any  health  plan  it  has  to  be  managed  effectively,  efficiently,  and  in 
a  way  that  enhances  the  quality  of  patient  care. 

Measuring  Utilization 

The  State  Hancock  Plan  utilization  data  in  this  report  come  from  fiscal  year  1989  and  fiscal 
year  1990  Group  Insurance  Commission  Demographic,  Utilization  and  Expenditure  Data 
Collection  Form  (DURF)  reports  and  from  the  fiscal  year  1990  Commonwealth  of 
Massachusetts  Simple  Utilization  Reports.  The  data  are  preliminary  and  unaudited  and  are 
based  on  claims  paid  and  incurred  in  fiscal  years  1989  and  1990. 

The  health  maintenance  organization  (HMO)  data  in  this  report  come  from  fiscal  years  1989 
and  1990  utilization  reports  submitted  to  the  Group  Insurance  Commission  by  the  individual 
HMOs.  The  data  are  preliminary  and  unaudited  and  are  based  on  services  provided  in  fiscal 
years  1989  and  1990. 

The  primary  measures  of  utilization  used  in  the  report  are  days  of  care  per  thousand  enrollees, 
admissions  per  thousand  enrollees,  average  length  of  hospital  or  specialty  facility  stay,  and  the 
number  of  high  cost  cases.  Typically,  reductions  in  days  of  care  or  admissions  per  thousand 
are  indications  that  less  inpatient  hospital  or  facility  days  are  being  utilized  by  the  group.  A 
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decrease  in  length  of  stay  can  indicate  positive  utilization  trends,  but  does  not  necessarily 
indicate  negative  utilization  trends,  as  pointed  out  in  our  review  of  the  data  that  follows.  The 
number  of  high  cost  cases  can  indicate  that  a  specific  group  of  users  need  special  care 
management.  High  cost  cases  indicate  mostly  where  high  volumes  of  care  are  being  provided, 
and  not  necessarily  whether  there  is  over-utilization  of  services. 

State  Hancock  Plan  Utilization 

Because  the  State  Hancock  Plan  is  a  "freedom  of  choice"  (an  enrollee  can  choose  their  own 
provider  of  health  care  services)  self-insured  health  plan,  it  is  important  that  members  use  only 
those  health  care  services  that  are  necessary  and  appropriate. 

The  measurement  of  utilization  is  an  important  management  tool  to  identify  areas  of  over-  and 
under-utilization.  In  the  State  Hancock  Plan,  over-utilization  of  health  care  services  requires 
that  the  Commonwealth  spend  money  for  health  care  that  should  not  have  been  spent.  Under- 
utilization  of  health  care  services  can  result  in  potential  quality  of  care  problems  that  could 
be  detrimental  to  plan  members  and  that  could  create  more  costs  to  the  plan  in  the  future. 

Table  4  displays  data  describing  the  utilization  of  general  hospitals  and  specialty  facilities  by 
employees,  non-Medicare  enrolled  retirees,  survivors  and  dependents  enrolled  in  the  State 
Hancock  Plan. 

Analysis  of  these  data  by  John  Hancock  indicates  that  although  the  admission  rate  to  acute 
general  hospitals  and  the  days  of  hospital  care  per  thousand  employees  have  decreased  from 
fiscal  year  1989,  there  has  been  an  increase  in  the  use  of  specialty  care  facilities  such  as  skilled 
nursing  facilities,  as  well  as  mental  health  and  rehabilitation  facilities. 
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TABLE  4 

STATE  HANCOCK  PLAN 
INPATIENT  ACUTE  CARE  UTILIZATION  -  GENERAL  HOSPITALS 

Fiscal  Years  1989-1990 


Inpatient  Days  per  1000  Individuals 
Admissions  per  1000  Individuals 
Average  Length  of  Stay 


FY89 

608.66 

97.46 

6.25 


FY90 

587.39 

92.80 

6.33 


CHANGE 

-3.50% 

-4.78% 

1.28% 


INPATIENT  SPECIALTY  FACILITY  UTILIZATION 
Fiscal  Years  1989-1990 


FY89 

FY90 

CHANGE 

197.12 

266.78 

35.34% 

9.11 

14.39 

57.99% 

21.64 

18.54 

-14.33% 

Inpatient  Days  per  1000  Individuals 
Admissions  per  1000  Individuals 
Average  Length  of  Stay 


Source:  Massachusetts  Group  Insurance  Commission,  "Fiscal  Years 
1989-90  GIC  Demographic  Utilization  and  Expenditure  Data  Collection 
Form" 


Table  4 

The  data  also  indicate  that  the  average  length  of  stay  at  acute  general  hospitals  has  increased. 
An  increased  overall  length  of  stay  can  be  caused  by  pressures  put  on  hospitals  by  payors  to 
discharge  patients  as  soon  as  possible,  transfer  them  to  other  non-acute  facilities  or  to  treat 
patients  in  the  outpatient  setting.  A  majority  of  short  stay  hospital  admissions  tend  to  reduce 
a  hospital's  overall  average  length  of  stay.  Thus,  their  elimination  lengthens  a  hospital's  overall 
average  length  of  stay. 


Although  there  has  been  reduced  utilization  of  acute  inpatient  hospital  care,  the  outpatient 
utilization  of  the  State  Hancock  Plan  is  increasing.    In  fiscal  year  1989,  49  percent  of  basic 
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claims  paid  were  outpatient  claims.  This  percentage  increased  to  51  percent  in  fiscal  year  1990. 

The  aggressive  utilization  review  programs  implemented  by  payors  during  the  1980's  have 
succeeded  in  reducing  acute  inpatient  hospital  utilization.  However,  much  of  the  care 
previously  provided  in  the  acute  hospital  setting  is  now  being  provided  in  specialty  facilities 
and  in  the  outpatient  setting.  The  increasing  amount  of  care  being  provided  in  specialty 
facilities  and  on  an  outpatient  basis  requires  that  utilization  review  and  managed  care 
programs  be  extended  to  those  treatment  settings. 

High  Cost  Users 

In  many  large  health  plans,  it  is  predictable  that  a  small  percentage  of  the  group  will  utilize 
a  large  percentage  of  the  services.  This  is  borne  out  by  a  review  of  the  utilization  of  the  State 
Hancock  Plan.  These  patients,  referred  to  as  "high  cost  users,"  experience  general  hospital  or 
specialty  facility  admissions  that  cost  $15,000  or  more. 

Table  5  displays  the  inpatient  general  hospital  or  specialty  facility  utilization  of  high  cost  user 
active  employees  and  dependents. 

Analysis  of  these  data  reveals  that  the  high  cost  use  of  general  hospital  and  specialty  facilities 
by  910  patients  accounted  for  28  percent  of  all  admissions  and  58  percent  of  all  hospital  and 
specialty  facility  days  of  care.  A  conservative  estimate  of  the  cost  of  this  care  would  be  $30 
million. 

A  review  of  the  top  ten  diagnoses  for  high  cost  users  indicates  that  these  lengthy  and  expensive 
hospital  admissions  were  for  conditions  of  a  serious  nature  such  as  cardiac  infarctions,  cancer, 
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TABLE  5 

STATE  HANCOCK  PLAN  HIGH  COST  USERS 
Fiscal  Year  1990 

Amount  of  Expenditure 

Individuals 

$15,000 -$24,999 
$25,000  -  $49,999 
$50,000  -  $99,999 
$100,000   plus 

411 

336 

128 

35 

High  cost  user  hospital  admissions: 
High  cost  user  inpatient  days: 

1,870 
28,299 

Data  do  not  include  retirees  or  survivors 

• 

Source:      Massachusetts   Group   Insurance 
Commission,     "Fiscal     Year      1990     GIC 
Demographic,  Utilization  and  Expenditure 
Data  Collection  Form" 

Table  5 

and  schizophrenia. 

Mandatory  medical  case  management  is  one  method  of  beginning  to  reduce  the  dollar  impact 
of  high  cost  cases.  Under  current  Group  Insurance  Commission  policy,  medical  case 
management  is  a  voluntary  program  to  develop  alternative  plans  of  care  for  hospitalizations 
that  are  likely  to  be  long  and  expensive.  For  this  program  to  become  more  effective,  it  should 
be  made  mandatory. 

Another  way  to  address  high  cost  use  of  hospitals  is  to  redesign  the  level  of  benefits  available 
to  patients.  The  State  Hancock  Plan  psychiatric  and  alcohol/substance  abuse  benefit  is  a  case 
in  point.  At  present,  100  percent  of  the  first  120  days  of  hospitalization  in  a  calendar  year  are 
covered  after  the  hospital  deductible  is  paid.  For  the  majority  of  subscribers  who  have 
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catastrophic  coverage,  80  percent  of  the  remainder  of  days  in  the  calendar  year  are  covered. 
The  outpatient  benefit  for  psychiatric  and  alcohol/substance  abuse  coverage  is  much  less 
generous.  For  treatment  of  mental  and  nervous  conditions,  50  percent  of  the  care  is  paid  for 
up  to  a  maximum  of  $1500  per  year.  For  treatment  of  alcohol  and  drug  abuse,  80  percent  of 
the  charges  are  covered,  up  to  maximum  of  $2500  per  year.  Clearly,  there  is  a  financial  benefit 
to  both  the  patient  and  provider  to  have  treatments  occur  on  an  inpatient  basis.  The 
comprehensiveness  of  both  the  inpatient  and  outpatient  mental  health/substance  abuse  needs 
to  be  reevaluated.  The  Group  Insurance  Commission  should  reconsider  this  tilt  toward 
inpatient  treatment  in  these  areas  and  in  the  process  question  whether  it  is  consistent  with 
current  treatment  practices  and  outcomes. 

Appendix  A  displays  the  number  of  discharges  and  the  cost  of  those  discharges  at  the  hospitals 
most  frequently  used  by  employees,  non-Medicare  retirees,  survivors  and  dependents. 

Review  of  these  data  indicates  that  twenty  non-psychiatric  hospitals  discharged  almost  40 
percent  of  all  non-Medicare  discharges  and  received  approximately  46  percent  of  non-Medicare 
inpatient  hospital  payments.  The  data  also  reveal  that  almost  10  percent  of  basic  inpatient 
hospital  payments  are  generated  by  1 0  psychiatric  and  alcohol/substance  abuse  facilities.  These 
data  simply  confirm  the  relative  generosity  of  the  psychiatric  and  alcohol/substance  abuse 
inpatient  hospital  health  care  benefit. 

HEALTH  MAINTENANCE  ORGANIZATION  UTILIZATION 

Because  health  maintenance  organizations  (HMOs)  are  reimbursed  a  fixed  monthly  amount  by 
the  Commonwealth,  the  over-utilization  of  services  by  employees  and  retirees  does  not  directly 
translate  into  additional  costs  to  the  Commonwealth.    However,  if  an  HMO  does  not  have 
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effective  utilization  control  techniques  in  place,  unnecessary  service  may  be  used  by  employees 
and  retirees.  Providing  unnecessary  services  will  increase  HMO  costs  and  will  ultimately 
increase  the  cost  to  the  Commonwealth  and  the  employees  and  retirees  who  choose  HMO 
coverage. 

It  is  also  important  to  track  HMO  utilization  because  of  how  HMOs  pay  providers.  Some 
providers  are  paid  on  a  fixed  capitated  fee  basis  by  the  HMO.  In  other  words,  the  provider 
receives  a  certain  amount  of  money  to  provide  treatment.  This  type  of  reimbursement  transfers 
the  cost  control  risk  to  the  provider  and  can  create  incentives  for  the  provider  to  limit  the 
amount  of  care  received.  Financial  incentives  for  providers  may  cause  under-utilization  of 
services  which,  in  turn,  may  create  quality  of  care  problems. 

The  methods  used  by  HMOs  to  control  utilization  are  no  different  than  the  methods  used  by 
most  indemnity  plans.  Typically,  nurses  and  physicians  review  all  hospital  admissions  for 
medical  necessity  and  appropriateness  of  the  treatment  setting.  The  hospitalization  is  also 
reviewed  regularly  while  the  patient  is  in  the  hospital. 

Table  6  displays  HMO  utilization  data  for  general  acute  care  hospitals  and  specialty  facilities 
for  fiscal  years  1989  and  1990.  These  data  are  from  the  five  HMOs  with  the  largest  state 
employee  and  retiree  membership. 

Review  of  the  data  on  this  table  indicates  that,  in  general,  utilization  rates  improved  from  1989 
to  1990.  However,  when  these  data  are  compared  to  similar  data  for  each  HMO's  aggregate 
membership,  state  employee  utilization  is  higher  in  many  categories.  Although  further  analysis 
is  necessary,  these  data  seem  to  indicate  that  the  state  subscriber  membership  of  these  five 
HMOs  require  more  inpatient  hospital  and  facility  services  than  the  aggregate  membership  of 
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TABLE  6 

SELECTED  HMOs 

ACUTE  CARE  FACILITY  UTILIZATION 

Fiscal  Years  1989-1990 


Inpatient  Days  per  1000  Individuals 
FY  1989  —state  plan 
FY  1990  —state  plan 
FY  1990  —  total  membership 

Admissions  per  1000  Individuals 
FY  1989  -state  plan 
FY  1990  — state  plan 
FY  1990  —  total  membership 

Average  Length  of  Stay 

FY  1989  —state  plan 
FY  1990  -state  plan 
FY  1990  — total  membership 


BavSt  CtlMa 


HCHP 


Kaiser 


Pile 


475.0 

351.8 

343.5 

406.6 

N/A 

432.9 

538.2 

361.6 

290.4 

339.7 

408.5 

452.2 

325.0 

345.2 

338.8 

93.4 

91.8 

72.1 

71.5 

N/A 

90.1 

90.9 

78.1 

73.3 

70.6 

89.1 

92.9 

75.0 

81.4 

84.7 

5.1 

3.8 

4.8 

5.7 

N/A 

4.8 

5.9 

4.6 

4.0 

4.8 

4.6 

4.9 

4.3 

4.3 

4.1 

SPECIALTY  FACILITY  UTILIZATION 


Inpatient  Days  per  1000  Individuals 
FY  1989  —state  plan 
FY  1990 -state  plan 
FY  1990  —  total  membership 

Admissions  per  1000  Individuals 
FY  1989 -state  plan 
FY  1990  -state  plan 
FY  1990  —total  membership 

Average  Length  of  Stay 

FY  1989  —state  plan 
FY  1990  -state  plan 
FY  1990  —  total  membership 


BavSt  CtlMa         HCHP         Kaiser 


Pile 


28.0 

31.8 

97.8 

27.4 

N/A 

29.9 

30.5 

89.0 

3.3 

96.0 

29.8 

34.2 

84.3 

4.5 

88.0 

2.1 

4.0 

4.8 

1.0 

N/A 

2.9 

3.6 

4.6 

0.1 

9.4 

2.4 

3.3 

4.1 

0.1 

8.4 

13.7 

8.9 

20.5 

27.0 

N/A 

10.5 

8.6 

19.4 

38.0 

10.3 

12.3 

10.6 

20.8 

48.3 

10.5 

N/A  -  data  not  available 

BaySt  -  Bay  State  Health  Care  Plan  (IPA) 

CtlMa  -  Central  Mass.  Health  Care  Plan  (IPA) 

HCHP  -  Harvard  Community  Health  Plan  (staff/network) 

Kaiser  -  Kaiser  Permanente  (group) 

Pilg  -  Pilgrim  Health  Plan  (IPA) 

Source:  Massachusetts  Group  Insurance  Commission,  "Simple  Utilization  Reports," 
Fiscal  Years  89-90  [preliminary  and  unaudited];  some  calculations  by  Senate  Post 
Audit  and  Oversight 
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the  same  HMOs. 

A  review  of  "high  cost  user"  utilization  data  at  four  of  the  five  HMOs  indicates  that  high  cost 
cases  do  not  account  for  as  high  a  percentage  of  hospital  days  and  admissions  as  in  the  State 
Hancock  Plan.  In  the  State  Hancock  Plan,  high  cost  cases  accounted  for  58  percent  of  all  days. 
In  the  four  HMOs  reporting  high  cost  cases,  those  high  cost  cases  represented  between  6.7 
percent  and  40  percent  of  all  days.  In  the  State  Hancock  Plan,  high  cost  admissions  accounted 
for  28  percent  of  all  admissions.  In  the  four  HMOs,  high  cost  admissions  ranged  from  2.2 
percent  to  26  percent  of  all  admissions. 

However,  state  subscribers  tend  to  have  a  lower  percentage  of  high  cost  cases  than  the  total 
membership  of  the  HMOs.  State  high  cost  cases  ranged  from  3.5  percent  to  14.7  percent  of  the 
high  cost  cases  of  the  total  HMO  membership. 


SECTION  TWO;  HEALTH  CARE  COST  INFLATION  AND  ITS  IMPACT  ON  THE 

HEALTH  INSURANCE  SYSTEM  IN  THE  U.S. 


THE  HEALTH  CARE  COST  BURDEN 

The  challenges  faced  by  Massachusetts  in  controlling  its  health  care  costs  cannot  be  separated 
from  a  national  crisis  in  health  care.  Health  care  costs  in  the  United  States  are  expected  to 
total  $650  billion  dollars  in  1990.  By  the  year  2000,  estimates  are  that  the  U.S.  will  be  spending 
$1.5  trillion  annually  on  health  care.9 

According  to  data  from  the  Health  Insurance  Association  of  America  (HIAA): 


United  Healthcare  Corporation,  1989  Annual  Report,  p. 7. 
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•In  1984,  national  health  expenditures  were  $387  billion,  10.3  percent  of  the  GNP.  In 
1988,  U.S.  health  expenditures  were  almost  $540  billion,  11.1  percent  of  the  gross 
national  product.10 

•In  1988,  9  percent  of  Americans  were  covered  by  public  health  insurance  programs,  78 
percent  had  private  health  insurance  and  13  percent  had  no  coverage.11 

•Medical  coverage  in  1988  accounted  for  almost  9  percent  of  total  compensation  and 
nearly  one-quarter  of  fringe  benefits  for  employees.12 

Employment-based  group  health  insurance  became  popular  during  World  War  II  when  wages 
were  frozen  and  health  insurance  coverage  became  a  substitution  for  compensation.  It  quickly 
became  part  of  the  collective  bargaining  process  and  is  now  a  normal  benefit  of 
employment.13  This  helps  explain  why  clumsy  attempts  to  shift  costs  from  employers  to 
employees  without  ordered  discussion  are  certain  to  be  controversial  or  unwise. 


By  the  end  of  1988,  21 1  million  people  had  public  or  private  health  insurance.  Of  these  people, 
89  percent  (188  million)  were  covered  by  private  health  insurance  through  commercial 
insurance  companies,  Blue  Cross/Blue  Shield,  health  maintenance  organizations,  or  various  self - 
insurance  plans.  Close  to  154  million  people  received  their  health  insurance  coverage  through 
their  employers.  Employer  group  health  insurance  accounted  for  almost  $140  billion  in  private 
health  insurance  claims  payments  in  1988.14 

Data  from  the  U.S.  Department  of  Health  and  Human  Services  indicate: 

•Employee  contributions  to  health  insurance  premiums  amounted  to  8.1  percent  of  the 
nation's  health  expenditures  in  1988,  up  28  percent  from  5.8  percent  of  expenditures  in 


10Health  Insurance  Association  of  America.  Sourcebook  of  Health  Insurance  Data.  1990  p. 7. 
11Health  Insurance  Association  of  America,  1990,  Health  Trends  Chart  Book,  p.4. 
12Health  Insurance  Association  of  America,  Health  Trends  Chart  Book,  p.10. 
13Health  Insurance  Association  of  America,  Sourcebook  of  Health  Insurance  Data.  1990.  p.2. 
14Health  Insurance  Association  of  America.  Sourcebook  of  Health  Insurance  Data.  1990.  p.7. 
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1980. 

•The  private  employer's  share  of  health  insurance  premiums  dropped  from  21.5  percent 
of  the  nation's  health  expenditure  in  1980  to  21.2  percent  of  the  expenditure  in  1988. 15 


These  data  indicate  that  during  the  decade  of  the  eighties,  employees  absorbed  more  of  a  share 
of  rising  health  care  premiums  than  did  their  employers. 

HEALTH  CARE  COST  INFLATION 

Health  care  costs  have  been  severely  affected  by  inflation  in  the  cost  of  medical  care,  above 
and  beyond  the  rate  of  general  medical  inflation  (see  Chart  1). 


INCREASE  IN  STATE  HEALTH  PLAN  COSTS 

COMPARED  TO  MEDICAL  CARE  PRICE  INDEX 

(50  State  Plans) 


25% 


Annual  Increase 
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Medical  Price  Index 
Family  Coverage 
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Year 


1988-89  1989-90 


IWVI   Individual  Coverage 
V/A   Retiree  65*  Coverage 


Senate  Post  Audit  and  Oversight 
1900  M.  Segal  Co.  Benefits  Survey 


Chart  1 


15" 


Health  Costs,"  Wall  Street  Journal.  April  12,  1991,  p.Bl, 
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Since  1980,  medical  care  prices  have  grown  at  twice  the  rate  of  overall  inflation.  Until  the 
mid-1980's,  most  health  care  providers  were  paid  what  they  charged  for  services,  or,  at  a 
minimum,  for  the  cost  of  the  services.  When  costs  went  up,  insurance  payments  went  up.  Only 
until  recently  have  providers  come  under  pressure  to  reduce  the  cost  of  care. 

Many  reasons  are  given  for  the  high  rate  of  health  care  inflation.  One  is  that  the  population 
is  aging.  Another  is  that  most  people  have  access  to  health  care  services  through  expanded 
health  insurance  coverage.  These  demographic  dynamics  create  a  great  demand  for  care  and, 
consequently,  increased  costs.  The  cost  of  high  technology  equipment  and  other  new 
technologies  purchased  by  providers  are  passed  on  to  the  payor  of  health  care  claims.  More 
locally,  Massachusetts  has  many  teaching  hospitals  and  these  hospitals  have  more  costs  to  pass 
on  to  their  users.  The  cost  of  medical  malpractice  insurance  is  also  regularly  documented  as 
a  cause  for  increasing  health  care  costs. 

Although  the  need  for  a  medical  service  is  generated  by  the  insured  individual,  the  actual 
provision  of  that  service  is  controlled  by  the  provider  of  the  service,  usually  a  physician  or 
hospital.  The  user  of  the  service  —the  employee,  retiree  or  dependent  —has  limited  financial 
liability  to  pay  for  the  service.  Accordingly,  the  health  care  system  cannot  be  internally 
regulated  by  the  insured  individuals.  Controls  on  overuse  of  services  typically  come  from  the 
payor  —  in  this  case,  the  insurer.  But  in  reality,  the  payor,  usually  the  employer  or  insurance 
company,  typically  has  minimum  control  over  whether  the  medical  service  should  be  provided. 


SECTION  THREE;    PRIVATE  SECTOR  HEALTH  CARE 
COST  CONTROL  INITIATIVES 


Like  the  public  sector,  businesses  are  struggling  with  the  increasing  costs  of  health  care. 
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According  to  a  May  1990  report  on  health  insurance  by  the  United  States  General  Accounting 
Office  (GAO),  between  1970  and  1987,  health  expenditures  for  businesses  as  a  percentage  of 
wages  increased  from  approximately  3.5  percent  to  just  over  7  percent.  Health  spending  by 
business  spiraled  from  $15.3  billion  to  $134.6  billion  during  that  same  period.  By  1988,  the  cost 
of  health  care  for  business  had  grown  to  approximately  $150  billion.16 

The  findings  of  the  GAO  report  indicate  that  many  firms'  health  benefits  are  beginning  to 
deteriorate.  Although  most  medium  and  large  firms  continue  to  provide  health  care  benefits 
to  employees,  companies  are  keeping  a  much  closer  eye  on  who  and  what  is  covered  under  the 
health  benefit  plan. 

The  study  shows  that  firms  are  using  four  strategies  to  reduce  their  health  care  costs: 

1.  Limiting  the  number  of  people  covered  by  their  plans  by  expanding  use  of 
temporary,  part-time,  and  contract  employees  for  whom  no  employer-provided 
health  benefits  are  offered  and/or  limiting  or  eliminating  retiree  and  in  some 
cases  dependent  coverage; 

2.  Asking  employees  to  pay  a  larger  share  of  health  care  costs; 

3.  Introducing  managed  care  or  utilization  review  programs  to  reduce  utilization 
of  health  services; 


4.  Self-insuring  against  risk  (in  the  case  of  large  firms). 
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In  terms  of  saving  money  for  employers,  these  four  strategies  undoubtedly  are  successful.  Self- 
insuring  has  insulated  large  employers  against  the  cost  of  mandated  benefits.  Under  the 
provisions  of  the  1974  Employee  Retirement  Income  Security  Act  of  1974  (ERISA),  self-insured 
employers  are  not  subject  to  insurance  regulation. 


16"Health  Costs,"  Wall  Street  Journal.  April  12,  1991,  p.Bl. 

17United  States  General  Accounting  Office,  Health  Insurance:     Cost  Increases  Lead  to 
Coverage  Limitations  and  Cost  Shifting.  May  1990,  p.3. 
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Limiting  those  covered  on  a  plan,  increasing  the  employees'  share  of  the  cost,  and  implementing 
managed  care  programs  will  also  save  an  employer  money  in  the  short  term,  but  have  limited 
impact  on  underlying  health  care  costs.  In  the  long  term,  to  be  successful  these  strategies  will 
have  to  be  part  of  a  coordinated  and  fundamental  change  in  how  health  care  services  are 
delivered  to  all  members  of  society.  Individual  efforts  by  employers  to  save  money  usually 
only  serve  to  shift  the  costs  of  care  to  another  payor. 

Private  sector  businesses  in  Massachusetts  are  not  faring  any  better  than  businesses  in  other 
states.  A  1990  survey  by  the  Massachusetts-based  Business  Group  on  Health  of  18  member 
businesses  (with  a  total  membership  of  45,000  employees),  reveals  that  the  average  annual  per 
employee  medical  cost  increased  from  $1912  in  1986  to  $3074  in  1988,  an  average  annual 
increase  of  over  20  percent. 

These  spiraling  cost  have  caused  some  firms  doing  business  in  Massachusetts  to  become 
aggressive  in  the  development  of  alternative  health  care  delivery  systems.  These  flexible 
arrangements  go  by  different  names  such  as  preferred  provider  organizations,  point  of  service 
programs,  hybrid  HMOs,  open  HMOs,  and  triple  choice  options. 

Digital  Equipment  Corporation,  for  example,  offers  members  the  flexibility  to  receive  care 
outside  of  their  HMO  coverage  if  the  employee  pays  for  some  of  that  care.  This  program  is  a 
point  of  service  program.  It  allows  a  patient  to  choose  physicians  and  medical  facilities  outside 
the  network  of  HMOs.  If  a  patient  chooses  to  utilize  out-of-network  providers,  Digital  will  only 
cover  70  percent  of  the  bill,  and  will  require  higher  deductibles.18  This  program  combines 
the  benefits  of  managed  care  with  giving  the  employee  the  freedom  to  choose  a  different 
provider. 


18"Opting  for  Hybrid  Health  Care,"  The  Boston  Herald.  November  20,  1990,  p.29. 
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AT&T  encourages  employees  to  receive  health  care  through  selected  hospitals  and  physicians, 
but  employees  may  use  their  own  providers  if  they  want  to  pay  higher  copayments  and 
deductibles.19 

Many  companies  have  reported  substantial  savings  using  these  types  of  programs.  A  recent 
article  in  Medical  Benefits  reports  the  findings  of  an  employee  benefits  survey  of  792 
employers  ranging  in  size  from  1,000-300,000  employees.  These  employers  reported  a  median 
savings  of  10  percent  associated  with  preferred  provider  organization  (PPO)  networks 
compared  to  indemnity  plans  without  the  PPO  option.20 

According  to  the  Martin  Segal  report,  "the  experience  of  state  plans  indicates  that  well-designed 
alternative  delivery  systems  and  cost  management  programs  can  influence  providers  and  make 
our  health  care  system  more  cost  effective".21 


SECTION  FOUR;   CONCLUSIONS 
AND  RECOMMENDATIONS  FOR  MASSACHUSETTS 


Attempting  to  achieve  immediate  savings  in  health  care  spending  by  shifting  the  cost  of  health 
care  insurance  to  employees  and  retirees  will  dramatically  affect  employees  or  retirees  choice 
of  health  insurance  and  will  have  a  serious  financial  affect  on  the  employee  or  retiree  and  the 
Commonwealth.  Reducing  employees'  or  retirees'  compensation  only  serves  to  reduce  their 
standard  of  living  and  does  not  reduce  health  care  costs. 


19"Opting  for  Hybrid  Health  Care,"  The  Boston  Herald.  November  20,  1990,  p.29. 

20"Managed  Care  Initiatives  -  1991,"  Medical  Benefits.  Vol.8,  No.7,  April  15,  1991,  p.2. 

21John  P.  Mackin,  Ph.D.,  Rise  in  State  Employee  Health  Plan  Moderates:    Survey  of  State 
Employee  Health  Benefit  Plans  1990.  p.9. 
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In  the  long  term,  only  major  f undemental  changes  in  the  state's  and  nation's  method  of  paying 
for  health  care  will  reduce  the  rate  of  increasing  costs.  However,  there  are  some  short  term 
steps  that  can  be  taken  by  the  state  to  make  the  employee  health  benefit  plan  more  efficient 
and  equitable.   We  make  the  following  recommendations  to  accomplish  that  short  term  goal. 


1.  Before  making  any  change  to  the  present  method  or  percentage  of  health  care  premium 

cost  sharing  between  the  employee,  retiree  and  the  state,  the  Group  Insurance 
Commission  should  further  evaluate  the  various  options  for  distributing  the  costs  of 
health  insurance  between  the  plan  members  and  the  Commonwealth  (equal  percentage, 
equal  dollar,  and  blended  rate)  and  study  the  potential  impact  of  any  proposed  policy 
change  on  plan  cost,  enrollment  and  utilization. 


The  Group  Insurance  Commission  (GIC)  should  explore  various  options  for  distributing 
the  costs  of  health  insurance  between  the  plan  members  and  the  Commonwealth,  and 
should  study  the  potential  impacts  of  any  proposed  policy  changes  on  plan  enrollment 
and  utilization. 

One  possibility  is  an  "equal  dollar"  contribution  in  which  the  state  contributes  the  same 
dollar  amount  for  insurance  for  each  enrollee,  and  the  enrollee  contributes  the 
difference  between  the  state's  contribution  and  the  cost  of  the  health  plan.  This  type 
of  payment  system  creates  a  financial  incentive  for  an  enrollee  to  select  the  least  costly 
health  plan. 

Another  possibility  is  a  "equal  employee"  or  "blended  rate"  contribution,  in  which  all 
enrollees  contribute  the  same  dollar  amount  for  their  health  insurance,  regardless  of 
whether  they  subscribe  to  the  indemnity  plan  or  to  an  HMO.  This  system  spreads  the 
costs  of  the  Commonwealth's  health  insurance  among  all  enrollees,  and  helps  to  protect 
financially  vulnerable  older  and  sicker  employees  and  retirees  from  higher  health 
insurance  costs. 
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2.  The  Group  Insurance  Commission  should  develop  an  alternative  system  of  delivering 

health  care  to  employees,  retirees,  their  dependents  and  survivors. 

The  Group  Insurance  Commission  should  immediately  begin  developing  an  alternative 
to  the  current  system  of  insuring  the  delivery  of  health  care  services  to  state  employees, 
retirees,  their  dependents  and  survivors  only  through  HMOs  and  an  indemnity  insurance 
plan. 

We  estimate  that  an  alternative  to  the  present  system  of  delivering  health  care  to 
employees  and  retirees  would  take  approximately  two  years  to  and  would  save  the 
Commonwealth  $20-30  million  annually  upon  implementation. 


3.  The  John  Hancock  Mutual  Life  Insurance  Company  (the  current  administrator  of  the 

state  indemnity  plan)  should  be  allowed  to  negotiate  for  discounts  with  health  care 
providers. 


The  Commonwealth  should  take  further  advantage  of  its  size  and  purchasing  power  in 
its  negotiations  with  health  care  providers.  For  example,  the  John  Hancock  Mutual  Life 
Insurance  Company,  the  plan  administrator,  should  be  allowed  to  negotiate  for 
discounts  with  the  large  volume  health  care  providers. 

Forty  percent  of  all  the  non-Medicare  patients  discharged  from  non-psychiatric 
hospitals  under  the  State  Hancock  Plan  in  fiscal  year  1990  were  discharged  from  just 
twenty  facilities.  These  discharges  accounted  for  46  percent  ($38  million)  of  basic 
inpatient  payments.  If  John  Hancock  were  to  negotiate  a  15  percent  discount  from  these 
thirty  high-use  hospitals,  the  Commonwealth  could  realize  an  annual  savings  of  $5.7 
million. 
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4.  The  Group  Insurance  Commission  should,  when  economical,  enroll  all  plan  members  over 
65  years  of  age  in  the  federal  Medicare  program. 

The  Group  Insurance  Commission  (GIC)  should  review  the  Medicare  status  of  all 
retirees  65  years  of  age  and  over,  and  enroll  all  eligible  persons  in  the  Medicare 
program.  The  GIC  should  also  evaluate  the  costs  associated  with  buying  into  Medicare 
coverage  for  all  retirees  65  years  of  age  and  over  who  are  not  currently  eligible  for 
Medicare  (because  they  are  not  eligible  for  Social  Security),  but  are  high  cost  users  of 
health  care  services.  The  cost  of  purchasing  Medicare  coverage  for  those  who  have  had 
a  catastrophic  illness  or  accident,  or  who  need  chronic  care,  for  example,  may  be  far  less 
than  directly  paying  for  that  care.  These  changes  may  save  the  state  as  much  as  $8 
million. 

5.  The  Group  Insurance  Commission  should  make  the  medical  case  management  program 
mandatory  for  all  plan  members  enrolled  in  the  State  Hancock  Plan. 

Currently,  the  State  Hancock  Plan  has  a  voluntary  program  that  offers  medical  case 
management  review  at  the  point  of  hospital  admission  for  those  cases  that  have  the 
potential  for  incurring  high  costs.  The  medical  case  management  program  develops 
alternative  and  less  costly  plans  of  care  for  these  patients.  At  present,  these  care  plans 
have  to  be  agreed  to  by  the  patient  and  the  physician.  Mandatory  medical  case 
management  could  save  the  state  $5.5  million. 


6.  The   Group   Insurance   Commission   should   investigate   the   cost   and   utilization   of 

mandated  benefits,  the  level  of  deductibles,  coinsurance,  copayments,  and  out-of-pocket 
maximums,  and  should  review  the  benefit  plan  changes  recommended  by  John  Hancock 
for  implementation  in  fiscal  year  1992. 

In  fiscal  year  1991,  the  Commonwealth  paid  millions  of  dollars  for  coverage  of  benefits 
mandated  by  state  law.    The  State  Hancock  Plan,  however,  does  not  fall  under  the 
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federal  law  that  mandates  certain  benefit  coverage.  Since  the  plan  is  a  "self-insured" 
plan,  it  is  exempted  by  the  Employee  Retirement  Income  Security  Act  of  1974  (ERISA) 
from  covering  certain  benefits.  Furthermore,  Chapter  29  of  the  Massachusetts  General 
Laws  has  been  repealed.  This  chapter  had  locked  in  certain  state  employee  benefit 
levels.  Consequently,  there  is  now  ample  opportunity  for  the  Group  Insurance 
Commission  (GIC)  to  review  the  cost  and  utilization  of  benefits  now  mandated  and 
decide  whether  some  benefits  should  be  eliminated  or  reduced.  At  a  minimum,  the  GIC 
should  require  that  the  managed  care  unit  at  the  State  Hancock  Plan  approve  the 
utilization  of  all  mandated  benefits. 

In  calendar  year  1990,  employees,  retirees,  and  their  dependents  and  survivors  paid  out 
almost  $15  million  in  deductibles,  coinsurance  and  copayments.  The  schedule  of  these 
payments  is  low  in  comparison  to  other  New  England  states. 

The  John  Hancock  Mutual  Life  Insurance  Company  submitted  to  the  Group  Insurance 
Commission  a  one-page  document  listing  five  specific  recommendations  for  changes  to 
the  indemnity  health  insurance  plan.  Included  in  these  recommendations  are:  reducing 
coverage  for  the  non-emergency  use  of  emergency  rooms,  reducing  coverage  for 
ambulance  usage,  reducing  coverage  for  manipulative  therapy,  and  reducing  coverage 
for  inpatient  psychiatric  hospitalizations  and  hospitalizations  for  alcohol  or  substance 
abuse.  John  Hancock  also  recommends  eliminating  coverage  for  hearing  aids. 
According  to  John  Hancock,  if  implemented,  these  changes  could  save  the 
Commonwealth  $9.5  million  in  fiscal  year  1992. 
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APPENDIX  A 

STATE  HANCOCK  PLAN 
NON-MEDICARE  INPATIENT  HOSPITAL  PAYMENTS 


Psychiatric  Hospitals: 

MacLean 

Pembroke  Hosp./Westwood 
Human  Resource  Institute 
Charles  River 
Attleboro  Retreat 
Brookside- Nashua 
Lowell  Detox 
Hampstead  Hospital 
The  Arbour 
Edgehill-Newport 

Sub-Total  Psychiatric  Hospitals 


Number 

%  Total 

Discharges 

Claimants 

127 

1.07 

65 

0.55 

32 

0.27 

44 

0.37 

S3 

0.28 

29 

0.24 

119 

1.00 

32 

0.27 

28 

0.24 

48 

0.40 

557 


4.69 


Total 

Amount 

%Pymt/ 

Avg  Pymt/ 

Paid  It) 

Claimant 

Discharge  ($) 

2,600,365 

3.17 

20,475.31 

858,501 

1.05 

13,207.71 

775,631 

0.94 

24,238.47 

711,460 

0.87 

16,169.55 

671,530 

0.82 

20,349.39 

646,038 

0.79 

22,277.17 

428,055 

0.52 

3,597.10 

426,320 

0.52 

13,322.50 

320,394 

0.39 

11,442.64 

318,803 

0.39 

6,641.73 

7,757,097 

9.44 

13,926.57 

Non-Psychiatric  Hoapitala: 


Mass.  General  Hospital 
Brigham  it  Women's  Hospital 
Beth  Israel  Hospital 
New  England  Deaconess  Hosp. 
New  England  Medical  Ctr. 
Univ.  of  Mass.  Medical  Ctr. 
University  Hospital 
Lahey  Clinic  Hospital 
Bay  State  Medical  Ctr. 
New  England  Baptist  Hosp. 
Children's  Hospital 
St.  Elisabeth's  Hospital 
Worcester  Memorial  Hospital 
Carney  Hospital 
St.  John's  Hospital 
Norwood  Hospital 
Spaulding  Rehab.  Hospital 
St.  Luke's  Hospital 
St.  Vincent  Hospital 
Norton  Hospital  &  Med.  Ctr. 

Sub-Total  Non-Psychiatric  Hospitals 


TOTAL  ALL  HOSPITALS 


585 

4.92 

5,349,389 

6.51 

9,144.25 

504 

4.24 

4,307,700 

5.24 

8,547,02 

418 

3.52 

3,031,282 

3.69 

7,251.87 

249 

2.10 

2,817,661 

3.43 

11,315.91 

249 

2.10 

2,747,995 

3.35 

11,036.12 

247 

2.08 

2,620,507 

3.19 

10,609.34 

177 

1.49 

2,074,940 

2.53 

11,722.82 

243 

2.05 

1,981,270 

2.41 

8,153.37 

285 

2.40 

1,774,970 

2.16 

6,227.96 

154 

1.30 

1,347,740 

1.64 

8,751.56 

136 

1.14 

1,273,686 

1.55 

9,365.34 

157 

1.32 

1,265,203 

1.54 

8,058.62 

290 

2.44 

1,135,803 

1.38 

3,916.56 

141 

1.19 

1,066,817 

1.30 

7,566.08 

176 

1.48 

958,760 

1.17 

5,447.50 

129 

1.09 

902,922 

1.10 

6,999.40 

56 

0.47 

900,303 

1.10 

16,076.84 

212 

1.78 

836,824 

1.02 

3,947.28 

155 

1.30 

830,823 

1.01 

5,360.15 

155 

1.30 

810,328 

0.99 

5,227.92 

718 

39.71 

38,034,923 

46.30 

8,061.66 

,880 

100.00 

$82,141,980 

100.00 

$  6,914.31 

Source:  Massachusetts  Group  Insurance  Commission,  "Simple  Utilisation  Reports,"  Fiscal  Year  90  [preliminary  and  unaudited] 
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